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Abstract  
This paper presents a research finding on the relationship between human capital and business 
performance. The objectives of the study were to examine the relationship between human capital and 
business performance, especially in the IT industry in the Republic of Macedonia. Further, the study 
determined the contribution of human capital on business performance. The paper examines the most 
important aspect of human capital that influenced business performance. Data in this study was 
collected from a sample of 10 IT companies which operate in the Republic of Macedonia. The obtained 
data were analyzed using SPSS. The research results confirm that human capital aspects are related to 
business performance. The study revealed that all aspects of human capital contributed significantly to 
business performance. The findings indicated that human capital aspects of employees’ competency 
and creativity emerged as the main factor that influenced business performance. This implies that 
competency and creativity have significantly enhanced the business performance in the IT sector in the 
Republic of Macedonia.  
Keywords: Human Capital; Business Performance; IT Companies; Republic of Macedonia. 
 
1.   Introduction 
Human capital has been theoretically and empirically linked to business performance. Since a couple decades ago a 
number of comparative studies on the human capital-performance link indicated that certain aspects of human 
capital are conducive to business performance (Seleim et al, 2007). Further the current business environment has 
change rapidly due to technology advancement, working environment and the emphasis on cost effectiveness 
(Samad, 2011). The complexity of business organization environments demands employees who are proactive, 
positive and having adequate quality of human capital. Most organizations have embraced human capital as one of 
the sources of competitive advantage to enhance better performance. In pursuit of sustainable organization, the 
companies in the IT sectors particularly in the Republic of Macedonia are left with no other option but to gain 
competitive advantage by meliorating its performance (Huang and Liu, 2005). It is suggested that in an intense 
globalized competition human capital has been recognized as one of the crucial components that drive the 
economic growth and business performance. 
Most organizations do not understand the nature of human capital which according to Bontis and Serenko (2009) 
the multidisciplinary nature of human capital lends to richness of perspective and difficulty for valuation. Since 
much of the similar research has focused on the developed countries with certain business environment and 
different perspectives of human capital, this paper emphasizes the need of a research to be carried out in the IT 
sector in the republic of Macedonia. Although previous literature has identified human capital as the predictor of 
business performance, however aspects of human capital that are required for the IT companies in the Republic of 
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Macedonia have not been highlighted. Thus, this paper highlighted the link of human capital (in terms of training 
and education, knowledge, skills, competence and creativity and attitude) on business performance.  
2.   Literature Review  
2.1 Human Capital 
Issues concerning the definition and measure of human capital and its impact on organizational outcomes have been 
debated by scholars for a past few decades. Different perspectives of human capital have been viewed by previous 
scholars (Florin et al, 2003). According to Coleman (1988) human capital pertains to individuals‟ knowledge and 
abilities that allow for changes in action and economic growth. Individuals’ knowledge and abilities can be secured 
from various approaches. Formal training and education are among approaches or mechanism of human capital 
development. 
Among the postulated models pertaining to human capital are firm specific human capital model, industry specific 
human capital (industry-related know-how) and individual specific of human capital model. Sandberg (1986) 
suggests that firm specific human capital model which consists of skills and knowledge that are valuable for a 
specific firm may give advantage for organizational and business performance over its competitors. Another model 
is industry-specific human capital suggested by Siegel and Kenney (1999). This concept derived from experience 
specific to an industry or nature of business, the role of industry experience on the growth and economic 
performance of entrepreneurial ventures as well as society. The presence of industry-related know-how is 
considered important in creating innovations when new product or process ideas result from the combination of 
intimate communication among network partners and the use of technology. Pennings et al (1998) suggested 
individual-specific human capital model which relates to knowledge that is applicable to a broad range of firms and 
industries; including general managerial and entrepreneurial experience, the level of academic education and 
training. 
Chen (2004) has suggested human capital concept with a combination of employees’ competence, employees’ 
attitude and employee’ creativity. Human capital is also defined as the value of individual knowledge and talent in 
organization that includes know-how, capacities, competence, attitude, intellectual agility and creativity (Sandberg, 
1986). Rodrigues et al (2010) classified human capital in a form of competencies such as skills, know-how and 
employee commitment such as loyalty to their work and company. Meanwhile Pena (2002) proposed human capital 
which constitutes education, business experience and level of motivation. 
According to Garvan et al (2001) human capital consists of four key attributes: 1) flexibility and adaptability; 2) 
enhancement of individual competencies; 3) the development of organizational competencies and 4) individual 
employability. Boyatzis (1082) developed a model of competent manager that emphasized on competency as key to 
human behaviors. Further he has improved this competencies model as the underlying characteristics of an 
employee which result in effective and superior performance in a job. The characteristics include traits, motive, 
skill, person’s self-image, body of knowledge and person’s social role (cognitive and affective). Later, Boyatzis 
(2002) suggested that to face with challenging competition, managers need to have competencies in effective 
program design and teaching methods for learning. Further, in order to be effective mangers they need to have 
competencies in two areas mainly competencies as behavioral manifestations of talent (affective), and secondly, 
competencies in a holistic theory of personality (cognitive). This implies that cognitive and affective aspects of 
learning experiences are important for managers in logistics companies. 
Preceding discussions conclude that human capital can be addressed from various views such as individual 
(tangible and intangible), cognitive, affective and organization. The intangible aspects of human capital include 
motivation, personality attributes, attitude, commitment and behaviors. This paper highlights human capital from 
both perspective of cognitive (training and education, knowledge, skills, competency and creativity) and affective 
(employees’ attitude). Cognitive and affective aspects of human capital are important resources for business and 
organizational performance. This notion relates to Resource Based View (RBV) theory that emphasizes the 
importance of resources to gain competitive advantage and improve business performance. 
2.2 Linking Human Capital and Business Performance 
Culver (2010) postulates that theories play key roles in explaining how things work and the existence of phenomena 
which help researchers conduct the study and find out the outcomes of study and some practices. Although 
according to Costley (2012) no theory is exclusively right to explain the whole phenomenon of the study however 
researcher may select the most applicable theory that relevant to the study. This study is grounded from the RBV 
theory which suggests that available resources contribute to the competitive advantage and increase business 
performance. These resources are assumed to generate uniqueness that lead to competitive advantage and business 
performance (Barney, 1986). RBV highlights the need of resources to have unique characteristics to allow 
organizations achieve their competitive advantage and performance. Among the unique and important 
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characteristics as suggested by Barney are: 1) valuable, 2) rare, 3) difficult to imitate 4) non substitutable and 5) 
imperfectly mobile. 
Hooley (1998) classified resources based on: 1)Assets – a) tangible (land, plant and machines, people etc.), b) 
intangible – procedure and systems, knowledge, brands and reputations etc) and 2) Capabilities – a) individual or 
human capital (customer care, individual or group learning organization, leadership skills etc) b) group (customer 
orientation, group learning, interpersonal skills, etc and c) corporate (market orientation, organization learning, 
portfolio management, innovation, planning processes etc). 
Gaining competitive advantage and improving business performance depend on the characteristics of human capital 
that have capacity to develop the capabilities internally and the cost of acquiring them in the market. RBV suggests 
that organizations are fundamentally idiosyncratic, and over time accumulate unique combinations of resources and 
skills which allow them to garner rents on the basis of  “distinctive competence”  (Barney, 1991). Swanson (2001) 
revealed that human capital is one of the important resources that contributes towards business performance. It has 
been highly emphasized that internal resources that include human capital are crucial to sustained effectiveness and 
business performance (Wright et al, 1004). According to Itami (1987) human capital is an „invisible asset” that will 
contribute towards business excellence and performance. 
Previous studies revealed the link between human capital and business performance. Agarwala (2003) relates the 
significant role of human capital on firm’s competitiveness and performance. Further, continuous improvement of 
employees in terms of knowledge, skills and abilities is important for business input and performance. Human 
capital has been found to be related to high quality of employee, productivity, longevity of companies, greater 
tendency to business and economic growth (Bontis and Fitzenz, 2008). Thai et al (2011) found a significant 
relationship between human capital management and economic and business outcomes (performance and 
productivity). 
Significant contribution of human capital in any industries including IT companies has been emphasized widely in 
literature. Studies on motivational aspects, knowledge, skills and competencies required for logistician revealed 
their impact on business performance (Tvornik and McGiven, 1997). Literature has also highlighted the need for 
human capital dimensions such as training and development, knowledge, skills, creativity, competency and 
employees’ attitude to improve performance of IT companies in the Republic of Macedonia.  
2.3 Business Performance 
Organizational performance has been commonly focused on two areas of research stream mainly on economic 
perspective and the organizational perspective. The economic perspective emphasizes the importance of external 
market factors such as the firms‟ competitive business position and anything related to financial aspects. The 
organizational or non economic perspective builds on behavioral and sociological paradigms and their fit with the 
environment which includes quality of services (such as employee satisfaction and customer satisfaction) quality of 
product and competitiveness. 
Different authors have proposed different approaches to measure organizational and business performance (Ford 
and Schellenberg, 1982). Prajo et al (2007) have identified ten different types of performance measurements and 
narrowed it down to three main dimensions: financial performance, business performance and organizational 
effectiveness. Previous research has used different measures of business and financial performance. These models 
include profitability, gross profit, return on asset (ROA), return on investment (ROI), return on equity (ROE), 
return on sale (ROS), revenue growth, market share, stock price, sales growth, export growth, liquidity and 
operational efficiency (Venkatraman and Ramanujam, 1986). This study focused business performance in terms of 
productivity, profitability and market valuation as suggested by Katou (2009). In sum previous studies and RBV 
theory provided support on the link between human capital and business performance. 
2.4 Hypotheses 
Based on the preceding literature and discussions the following hypotheses were proposed in this study: 
H1: There is a positive and significant relationship between human capital and business performance 
H2: There is a significant contribution of human capital on business performance and 
H3: Competency and creativity will be the most important human capital aspect that influenced business 
performance. 
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3.   Research Methodology  
Participants in the study were the managerial staff in 10 IT companies in the Republic of Macedonia. 25 
questionnaires were used in the statistical analysis. The dependent variable of the study was business performance. 
This variable was measured based on productivity, profitability and market evaluation. The questionnaire was 
developed by the authors and adapted from Gimenez (2000). The scale consists of 15 items and respondents were 
asked to give their response based on a five-point Likert-type response with l = strongly disagree to 5 = strongly 
agree. The reliability coefficient for overall business performance components was .95. 
The independent variable in this research is human capital. This variable was measured based on the adapted 
instrument developed by Sharabati et al (2010). This instrument measures dimension of human capital mainly on 
training and education (5 items), knowledge (6), skills (6), employees’ competence and creativity (6 items), and 
employees’ attitude (5 items). The respondents were asked to give their response based on a five-point Likert-type 
response with l = strongly disagree to 5 = strongly agree. The reliability coefficient for all components of human 
capital is 0.92. 
4.   Results  
 4.1 The Relationship between Human Capital and Business performance (H1) 
Table I presents the correlation analysis of the study variables to answer the first hypothesis of the study. As shown 
in Table 1, all aspects of human capital are correlated to each other and are positively related with business 
performance. Thus the hypothesis (H1) was accepted. This study concludes that human capital and its aspects have 
significantly enhanced the business performance. Examining the relationship of each variable, the analysis reveals 
that the strength of the relationship ranges from low to moderate, positive and significant relationship. Based on 
data in Table 1 there is no issue of collinearity in this data as the correlations between the independent variables are 
not high. This implies that a multiple regression analysis can be carried out to answer the hypotheses H2 of the 
study. 
Table 1: Correlation Coefficients of the Main Variables 
Mean SD  1 2 3 4 5 6 
3.33 0.70 1       
4.24 0.42 2 0.55*      
2.76 0.73 3 0.53* 0.46*     
3.16 0.72 4 0.50* 0.24* 0.26*    
2.53 0.82 5 0.43* 0.47* 0.37* 0.45*   
2.43 0.82 6 0.53* 0.48* 0.39* 0.20* 0.24*  
Note: * p < .05, 1 - Training and education; 2 – Knowledge; 3 – Skills; 4 - Employees’ competence and 
creativity; 5 - Employees’ attitude; 6 - Business performance 
4.2 The Contribution of Human Capital on Business Performance (H2) 
Table II presents the results of multiple regression analysis to answer the hypotheses H2 of the study. In order to 
answer the hypothesis H2 of the study all of the human capital aspects were regressed with business performance. 
As can be seen on Table II, the R
2
 value for human capital is 0.47 indicating 47 percent of variance in business 
performance was explained by human capital aspects. This result therefore provided support for hypothesis H2 of 
the study that there is a significant contribution of human capital on business performance. The findings of this 
study concluded that the overall human capital aspects contributed significantly on business performance. 
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Table 2: Contribution of Human Capital on Business Performance 
Business Performance 
Variables Std β t R² f P 
Human capital  0.47 98.21 .000*  
Training and education 0.51 1.49   .000* 
Knowledge 0.35 1.96   .000* 
Skills 0.47 1.60   .000* 
Competency and creativity 0.56 3.36   .000* 
Attitude 0.52 3.36   .000* 
Note: * p < .05 
4.3 The Most Important Aspect of Human Capital for Business Performance (H3) 
The H3 of this study was to identify the most important aspect that influenced business performance. Examining 
each aspect of human capital as depicted in Table II, all aspects of human capital had a positive and significant 
contribution on business performance. The results showed that competency and creativity had the highest beta 
value of 0.56. The second highest is attitude followed by training and education, skills and knowledge. This 
indicated that competency and creativity aspect emerged as the most important factor for business performance. 
The result therefore supported the third hypothesis of the study that competency and creativity was the most 
important aspect of human capital in enhancing business performance. Therefore the hypothesis H3 was accepted. 
The results also implied that all of the human capital components served as the contributing factor and play 
important role in enhancing business performance of IT companies in the Republic of Macedonia. 
Findings of this research highlight the importance of human capital as the key component of internal resources in 
securing competitive advantage and achieving business performance in IT companies IN Republic of Macedonia. It 
provides insight on the importance of companies’ investment on human capital. Companies may need to have a 
planned program on human capital (especially related to training and education, skills, knowledge, competency and 
creativity and attitudes), in order to secure greater performance and gain competitive advantage for their long term 
survival in business. The correlation results indicates the existence of an interactive relationship between human 
capital aspects and business performance and that the companies should understand and improve its level with an 
overall point of view. This is important for the company to remain dominant in current business-economy based on 
knowledge and human capital. The highest influence of competency and creativity on business performance 
implied managers need to be competent and creative to ensure organizational performance. Besides that it is 
important for the companies to motivate the employees to ensure they are always committed and motivated as this 
will overcome turnover intentions and their commitment and contribute to productivity and performance of the 
company. This is in line with the findings of this study which indicated that attitudinal aspect has emerged as the 
second most important factor in enhancing business performance.  
The results of the study also are able to validate the applicability of RBV theory which explains the importance of 
resources (human capital) to create competitive advantage and increase business performance in logistics 
companies. Results from this study are applicable for practical and theoretical purposes. This study also serves as a 
starting point for further study in this area. For purposes of generalizability further study can be validated by using 
different samples and approaches in a variety of settings. 
5.   Conclusions   
The purpose of this study was to examine the relationship between human capital and business performance. 
Further, it determined the contribution of human capital on business performance. Finally, the study attempted to 
identify the most important aspect of human capital that influenced business performance. The results based on the 
correlation matrix and regression analysis found that all of the human capital aspects were positively related to 
business performance and had a positive and significant impact on business performance. Meanwhile competency 
and creativity emerged as the most important aspect of human capital in enhancing business performance, with a 
special focus on the IT companies in the Republic of Macedonia.  
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